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1. REF. A REPORTED DISCUSSION OF THE COMMISSION’S PROPOSAL 
FOR THE SECOND STAGE IN THE HARMONIZATION OF CIGARETTE 
EXCISE TAXES AT THE JUNE 20 MEETING OF THE COUNCIL OF FI- 
NANCE MINISTERS. NO ACTION WAS TAKEN AT THIS MEETING AND THE 
MATTER WS REFERRED BACK TO COREPER. WE ASKED A COMMISSION 
OFEICIAL IN DG XV (FINANCIAL INSTITUTIONS AND TAXATION) 
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ABOUT THE PROSPECTS FOR ADOPTION OF THE COMMISSION'S PRO- 
POSAL. HE SAID THAT THERE APPEARED TO BE NO CHANCE THAT THE 
COMMISSION PROPOSAL WOULD BE ACCEPTED AS IS. HE FELT THAT 
THE COUNCIL WAS FAIRLY CLOSE TO AGREEMENT ON A SECOND STAGE, 
BUT THAT THEY WOULD INTRODUCE A DEGREE OF HARMONIZATION 
CONSIDERABLY MORE MODEST THAN THAT PROPOSED BY THE COMMIS- 
SION. IT WILL BE RECALLED THAT THE COMMISSION’S PROPOSAL 
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(REF. C.) CALLED FOR ESTABLISHMENT OF A MINIMUM SPECIFIC 
COMPONENT OF 15 PERCENT AND A MAXIMUM SPECIFIC COMPONENT OF 
50 PERCENT IN MEMBER STATE CIGARETTE TAXES, AS COMPARED WITH 
THE FIRST STAGE MINIMUM - MAXIMUM OF 5 AND 75 PERCENT. HE 
WOULD NOT HAZARD A GUESS AS TO WHAT SORT OE RANGE THE COUN- 
CIL WOULD END UP WITH. HE SAID THAT THERE WAS GENERAL 
AGREEMENT THAT THE VALUE-ADDED TAX SHOULD BE INCLUDED IN THE 
CALCULATION OE THE TOTAL EXCISE TAX. (IT IS NOT SO INCLUDED 
IN THE FIRST STAGE.) 

2. ASKED ABOUT THE TIMETABLE FOR ACTION ON THIS ISSUE, HE 
SAID THAT NOTHING WOULD BE DONE (AT THE COUNCIL LEVEL) BE- 
FORE THE SUMMER VACATION. HE DID NOT EXPECT THE ISSUE TO 
COME BACK BEFORE THE MINISTERS UNTIL MID-SEPTEMBER OR 
OCTOBER. 

3. HE SAID THAT THE ISSUE OF CIGARETTE TAX HARMONIZATION COULD 
BE FURTHER COMPLICATED BY UK CONCERNS OVER THE HEALTH ASPECT 
OF THE QUESTION. THE UK WANTS THE AUTHORITY TO BE GRANTED 

TO MEMBER STATES TO IMPOSE SUPPLEMENTARY TAXES ON "NOXIOUS" 
CIGARETTES", WHILE AWAITING THE ESTABLISHMENT OF EC RULES IN 
THIS AREA. SUCH AUTHORIZATION WOULD PERMIT EACH MEMBER STATE 
TO MODIFY THEIR TAX SYSTEM AS THEY SAW FIT, AND WOULD IN 
EFFECT UNDO THE HARMONIZATION ACHIEVED THROUGH CLOSER ALIGN- 
MENT OF SPECIFIC - AD VALOREM TAX RATIOS. THE UK REQUEST IS 
OPPOSED BY ALL THE OTHER MEMBER STATES EXCEPT IRELAND. 
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4. AS REPORTED REF B., AT THE END OF 1976 THE COMMISSION 
EXTENDED THE FIRST STAGE IN THE HARMONIZATION OE CIGARETTE EX- 
CISE TAXES TO DECEMBER 31, 1977. AS EC RULES REQUIRE THAT 
AGREEMENT ON THE SECOND SAGE OF HARMONIZATION BE REACHED AT 
LEAST 6 MONTHS IN ADVANCE OF ITS IMPLEMENTATION, IT WILL BE 
IMPOSSIBLE FOR THE COMMUNITY TO PUT THE SECOND STAGE INTO EF- 
FECT BY JANUARY 1, 1978. THUS, A FURTHER EXTENSION OF THE 

FIRST STAGE WILL BE NECESSARY. COMMISSION OFFICIALS TELL US, 
HOWEVER, THAT THEY WILL BE INCLINED TO RECOMMEND SUCH AN 
EXTENSION ONLY IF AGREEMENT ON THE SECOND STAGE IS REACHED BY 
THE COUNCIL. THE OFFICIALS SUGGESTED THEY WILL USE THE THREAT 
OF EXPIRATION OP THE FIRST STAGE OF THE AGREEMENT TO BRING 
PRESSURE ON THE COUNCIL TO REACH AGREEMENT. THEY SAY THAT 
IN THE ABSENCE OF AGREEMENT THE COUNCIL COULD NOT EXTEND 
THE FIRST STAGE UNLESS IT WAS ACTING ON A PROPOSAL BY THE 
COMMISSION. 

5. THE DG XV OFFICIAL MENTIONED THAT IN PREVIOUS REPRESEN- 
TATION ON THIS ISSUE (REF. D), THE US HAD SAID THAT IT 

MIGHT REQUEST CONSULTATIONS. WHILE HE WAS NOT URGING SUCH 
CONSULTATIONS, HE PELT THAT IT WOULD BE BEST IF THE US BROUGHT 
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ANY ADDITIONAL COMMENTS OR INFORMATION ON THE PROPOSAL TO 
THE COMMISSION'S ATTENTION AS SOON AS POSSIBLE. HINTON 
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